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Secretary General Insulza, Ambassador Gil, Chairman of the Council, Excellencies, colleagues, friends –

I am very happy to have the opportunity and the honor today to be here in this wonderful room and to share with you some of my thoughts on the world economy, on issues of financial development, financial markets on the one hand and the need for social equity and sustainable growth on the other. 
I do it very happily as Chair of the UNDG, UN Development Group. I am responsible for UNDP, as you know, as the Secretary General said, the goal of UNDP is human development. Development measured as broadly as possible in terms of human empowerment. But I should say that I am also particularly happy to share my experience as former economics minister, treasury secretary of my own country. 
My own country shares several social and economic features with many Latin American and Caribbean countries. Just two little anecdotes here, we had invited President Ernesto Zedillo of Mexico after he had finished his presidency to give a lecture at the Turkish University. It was his first visit to Turkey and then when he ended his trip he said, “You know what? It so much feels like Mexico.” And really, in many ways, it does. Another funny thing that happened was when I finished working in Brazil last year – one and a half years ago – I was in the plane from Sao Paolo to Brasilia, and my neighbor was reading. I think it was Estado do Sao Paolo and there was a headline, which, although I don’t speak Portuguese, I could understand because somebody in the opposition had said: “If interest rates remain as high as this, I am going to live in Turkey.” That was the headline of the newspaper because Turkey and Brazil were having the highest interest rates among emerging markets for a long time, and Turkey had managed to bring down some of the interest rates. I am sorry to say that Brazilian rates are now lower than Turkish rates. And finally when I went to visit the beautiful city of Buenos Aires we shared a lot with the policy makers there. We fought a very difficult financial crisis more or less at the same time. And I’m very happy to see now that Argentina is growing at very impressive, rapid rate for many years and that the days of the financial crisis are behind them.
Having lived through these financial crises and difficult times when I was in the government, and also working at the World Bank and United Nations, looking at the world economy, at financial flows, I wanted to share with you some of my thoughts of where we are at in this whole situation, where the emerging markets are going in general. What are the challenges? What are the prospects? I will emphasize but not speak entirely on Latin America. UNDP, of course, works a lot on the poorest countries, particularly the poorest countries in Africa. There are also some low income countries in Latin America, which is a priority for the UNDP. But today’s topic is about emerging markets and the challenges that I see for them. I think the key question for developing countries in general, emerging markets and low income countries specifically, today is how to find the path to rapid, but also equitable and sustainable growth. We at the UNDP seek to achieve what we call “human development”, in the face of global pressures that facilitate rapid growth but also seem to lead to inexorably rising inequalities and insecurities felt by citizens throughout the world.
We are living at a time when growth has accelerated. The first six years of the century have probably been the mot rapid growth in history, if weighed by population. At the same time we do see a very, very distinct increase in inequality – all over the world, and not just in developing countries, but also in the rich countries. For example in the recent survey of US citizens when they were asked: “Do you see the United States economy divided between haves and have-nots?” The answer was: 48% of Americans answered yes to this question. The same question was asked in 1980 and only 26% answered yes. So despite a lot of dynamism in the American economy, good times that have characterized the recent past, this issue of inequality is clearly a factor in even one of the richest economies. It certainly is a factor in my country, Turkey, and I know it is important in Latin America and the Caribbean but also many parts of Asia. I think it has become a very, very critical question. Some of these statistics are, indeed, daunting. One of the most dramatic ones relating to inequality is the statistic that 2% of world citizens own 50% of world wealth, and the bottom 50% of all people in the world share only 1% of the wealth in the world. So I think that these statistics give one pause and make one think where we’re heading. It’s very interesting that this challenge of inequality is now well-accepted by the international institutions. 
The World Banks’ World Development Report last year was focused on inequality, and the IMF, very interestingly just published the 2007 World Economic Outlook with the subtitle Globalization and Inequality. Bob Zoellick, the new President of the World Bank, made an excellent speech at the annual meetings and also at the Washington Press Corp, but he very squarely said the challenge for the World Bank is sustainable and inclusive growth – stressing the need for including those who are left outside. So I think the topic is there, the data in the WEO show that the Gini coefficient, which is only one measurement of inequality, has been increasing steadily over the last two decades throughout the world, with some exceptions in some low income countries, but broadly throughout the world an increase in inequality. Moreover if we look at the statistics, there is also a very, very strong trend of income concentration in the absolute top 10, 1, or even 0.1% of the population. In some countries, the 0.1% richest have anywhere between 5 and 10% of the national income, so I think this is now something that is well-know, that is documented, and that clearly is a challenge for the international community as recognized by the international institutions.  
But the interesting question is how is this linked to policy? How is this linked to globalization? And of course, what can we do about it? And here, the answers are very difficult. The WEO of the IMF has a whole chapter of policy prescriptions, but I know that in the emerging market countries of Latin America, of other parts of the world, my own country, this is a key challenge that the world has to face. 
Before I discuss the links with globalization, let me talk about globalization itself.  I think the thing I would like to stress is that globalization is indeed accelerating, that it’s not just a phase that may be reversed. We know the world had a phase before the First World War of very strong global integration by trade and also by finance, but I think what we’re living through today is something quite different, much deeper, much wider, and much more all encompassing. Trade is a factor and the share of trade in global GDP was 20% in 1960. It is now 55% and growing. So clearly trade integration – which already was fairly advanced in 1960 – is accelerating. But there are two things worth stressing here. One thing is that the type of trade is very different from the trade we had during the first phase of globalization in the world before World War I. Then it was a trade very much along the lines of comparative advantage with resource-rich countries exporting primary goods and rich countries exporting manufactured goods. Today, trade is much more multidimensional. It is based on a much deeper integration of global production circuits. Integrated global firms are planning their production world-wide, components of a bicycle that you can buy in Washington or in California probably have 20-25 parts or components that come from all over the world. So it’s not the kind of classic Ricardian or Heckscher-Ohlin type of trade that we’re dealing with. We’re dealing with the integration of world production systems. 
And the second, I think, important point to make is that trade ability is now increasingly extending to services, which is a new phenomenon. In economics you usually have the tradable sectors - which were mining, industrial goods, agricultural products - and the non-tradable service sector apart from transport directly linked to trade. Now, services are increasingly becoming tradable because of the information revolution. Not all services are tradable; you are not about to have a hair cut over the internet. However, Alan Blinder, a very well-known American macro-economist, former member of the Council of Economic Advisors, estimates that between 25 and 30% of U.S. Service jobs can become potentially tradable in the next decade or so. He doesn’t say that all of these will be traded, but they are potentially tradable, and that, of course, is a huge percentage of service jobs that are now part or that is now becoming part of the international economy. Another way to look at it is to say that the labor force that is actually involved in trades or inputs to tradable sectors has grown tremendously with the entry of the big, and formerly closed Asian economies over the last decades into the international trading and manufacturing system.

Now turning from trade to financial markets, here too we see very, very strong integration and globalization. The worldwide value of equities, bonds, and bank assets are now equal to four times world GDP. If we include derivatives, the figures are even more staggering. It’s actually very hard to measure because the derivatives are so complicated, but clearly if you look at the stock of financial obligations in the world today – either direct or derivative type of obligations – to the income flows, they have become huge. In terms of foreign exchange transactions, one interesting figure is that there were 2 trillion dollars in the beginning of the century. Just a few years ago, they were 3 trillion dollars traded in a single day. So we also see a tremendous integration in the financial sector. 
Also of particular interest to Latin America are private capital flows to developing countries because so many of the crises of the past were linked to sudden stops or reversals in capital flows. In the past, you had big surges of private capital flows into countries. The same was true for Turkey in the year 2000. At the World Bank-IMF meetings, everyone was interested in investing in Turkey. Then all of a sudden in February 2001, there was a complete reversal of opinion and massive capital outflows. All of this happened within months. Nothing had fundamentally changed, but somehow market expectations had shifted. Turkey had vulnerabilities in its fiscal position and its balance of payments and immediately capital reversed course, which generated a tremendous crisis in Turkey, leading to huge unemployment and GDP contraction of 9.5% of GDP. This is just one example, many Latin American countries and Asian countries in the late 1990s experienced the same kind of phenomenon. 
Looking at capital flows and the whole macroeconomic situation in Latin America, the question arises – is there a chance for a repeat of the types of crisis we lived through in the 1990s and early 2000s? What kind of capital flows are we seeing? How are the macroeconomic developments worldwide, and particularly the financial sector problems that we are not witnessing in some of the advanced economies, how is this all going to affect the emerging markets? I think this is, of course, a question many are asking. Capital flows to the emerging markets dipped after the Asian crisis. They then took off again, but the financial sector problems around 2000-2001, as well as the 9/11 tragedy, negatively affected some of these flows. However, they picked up again quite rapidly and now they are very large. In fact, last year and the first half of this year they have been larger than ever. But there is something happening in the markets, which is quite interesting and different from the past. I would say two things are different. The first is that there are now large inflows as well as large private outflows from the developing countries and from the emerging markets. Private inflows from last year totaled 1.33 billion dollars with more than 1.3 trillion dollars on inflows to the emerging markets. However, there were 814 billion dollars of outflows, and I’m just talking about private capital flows, not official reserves or official flows. So what we’re seeing now is a change in the nature of private capital flows and much more two-way investment going on which is something which we’ve seen in the trade sector before. 

In the classical theory, developing countries exported labor-intensive or land-intensive products in exchange for capital-intensive goods from the north, but in fact when we look at trade after the second World War, we see a lot of trade happening in the same sectors with similar countries – France trades a lot with Germany despite the fact their economic structures are quite similar. We are now beginning to see, I think the beginning of a trend where emerging markets are not just importers of private capital, but they are also exporters of private capital and that reflects the diversification trend in the global economy –another feature of globalization, which includes a lot of two-way traffic and two-way interaction between countries. So when we think of ‘will the 1990s be repeated?’ I think we have to keep in mind that the very nature of capital flows has changed now. 

Another important feature is the role of direct foreign investment. The share of direct foreign investment is continually growing relative to portfolio investment and to bank loans, so we are having capital flows now where the direct long-term investments in the productive sectors are playing a much bigger role than in the past. That also would suggest a change from the 1990s. Clearly, FDI flows are much more stable than portfolio flows. You don’t get the kind of reversal that you experience with portfolio flows, so that would also suggest greater stability in the whole nature of capital flows. Finally from the macroeconomic point of view in emerging market economies, we have seen a tremendous strengthening of fiscal policy, of macroeconomic overall stability and macro-frameworks with the budget situation in most countries, not all of course – these are generalizations, but in many countries. 
Looking at the balance of payments side we also see, and this is very interesting, that these strong capital flows – gross flows – and in some cases, net flows, are in many places accompanied by current account surpluses, not deficits. In Asia of course, these surpluses have become huge, but even in Latin America, in many places there are actually surpluses in the current accounts. Most notably, Brazil has had a period of years with an actual surplus in the current account rather than a deficit. So that also would suggest quite a different macroeconomic situation and capital flow situation than in the past. I should add that the one notable exception to these current accounts either being close to zero or in surplus is Eastern Europe, where the Eastern European countries are actually running quite large current account deficits, which are financed by capital inflows, which sets them apart from the Asian countries, from the Middle East and from the Latin American emerging markets. Turkey is also running a big current account deficit and in that sense, at least, has joined the European Union. It exhibits the same kind of current account behavior as Romania or Bulgaria or some of the new members of the European Union. So when we look at that, before I go onto the next step, one needs to add the very important factor that if you have private inflows or net private inflows and a strong current account position or current account that’s in surplus, of course the counter part to that necessarily is official financing of other country’s deficits. 

The public sector in many of the emerging markets, and particularly Asian countries, has become a net financer of deficits in some of the advanced economies. Most notably they have financed the U.S. deficit of course, but also deficits in countries such as Spain and Italy. So while many emerging markets are importing private capital, they are then turning around and exporting public capital which again is a very different situation from what we had 10 or 15 years ago. So when I look at all the overall nature of the emerging market economies, their macro frameworks, and the world economy, I am tempted to make an economic prediction and take a risk. I would say that we are unlikely to see the same kinds of problems that the emerging market economies experienced in the 1990s because the nature of capital flows has changed. Also, the structure composition, and the official sector has become much stronger in terms of reserve accumulation and its own reserve assets. So overall, with maybe a few exceptions, I don’t see a likely sudden stop of reversal or capital flow type of crisis affecting the emerging market economies – I don’t think that it will be the biggest problem ahead of us.

As history has shown, new problems arise, its not usually the old problems that come back. It is quite possible that there will be problems in global financial markets due to the complexity of the new securitized debt and structured financial products and we see some of this happening right now of course in the United States and elsewhere in Europe, but that’s a different type of problem than the capital flow reversal problem that emerged in the 1990s and early 2000s, but I think their source will be in these complex financial products and perhaps delays by the regulatory agencies to set up the strong regulatory frameworks and revision frameworks that are needed given the innovation in the financial sector. I’m not saying that there will be a problem, but that kind of risk is obviously there. Monetary authorities are in a much better position to react because inflation is low worldwide due to monetary expansion. Lowering the interest rate, as the U.S. Fed did is much more feasible when you have low inflation than with high inflation. I think the capacity of the monetary authorities to react to problems in the financial sector is quite good. But I don’t want to venture into that kind of prediction. All I’m saying is the kind of classical reversal of private capital flow type of situation leading to a major crisis in the emerging markets I think seems much less likely than it has been for a long time. 

Now, having said that, should we be greatly optimistic and be content and say that everything is fine? Unfortunately I don’t think so, because as I mentioned at the beginning of my remarks, the real problem now facing emerging market economies is the very strong inequalities and the challenges of these inequalities for political economy and policy-making in these countries – I think that is the real problem. In Latin America, the rise has actually been much less than elsewhere, but some countries have been in decline. In Brazil, the Gini coefficient actually declined over recent years, but they are at such high levels that but I don’t think that the Gini coefficient declining from .62 to .58 is very satisfying. Whereas in the Asian economies the inequality is increasing very rapidly and in the Middle Eastern economies it is increasing. What’s more it is increasing in the advanced economies of the United States, European Union and Japan. I really do believe, and that’s why I chose the title of my remarks today as you know equitable growth and democracy, I don’t believe that such rising inequality is really fundamentally compatible with social stability and the democratic process and the kind of political participation we all desire. 

There is a real problem even in the rich countries. So in a way there is a dilemma. On the one hand, globalization has accelerated growth through technology and foreign investment; the opportunities for trade are worldwide, there are increasingly larger markets for export growth, for diversification and all this is fueling growth. On the other hand, the very same processes are also creating inequalities. One certainly also cannot blame growing inequality directly on foreign capital and trade. Bringing in foreign capital to areas where capital is needed and where there is unemployment should be a good thing and should lift wages and help impact the distribution of income. However, what is happening is that the technology imbedded in the foreign direct investment, the technology that is embedded in the trade flows is the kind that puts a high premium on highly skilled labor and not on relatively unskilled labor and of a sort that actually contributes to increases in inequality. 

I would also argue, perhaps somewhat less conventionally, because the first argument is something that even neoclassical economists accept, and indeed the World Economic Outlook of the IMF has a lot of analysis of how globalization actually leads to increases in inequalities by the very market mechanisms and competitive mechanisms that it promotes, but there is also a belief that wage determination is also linked to bargaining power, not just to marginal productivity, and perfectly competitive markets. If you believe that some bargaining power is actually important in the labor market then I think the fact that you can potentially outsource or potentially relocate is, by itself, a factor that works against labor and in favor of capital. You don’t actually have to relocate the factory from Ohio or from Northern France or for that matter in Brazil or Turkey or Argentina to have greater bargaining power vis-à-vis labor agreements at the local level and I believe that this potential outsourcing or potential relocation maybe one of the explanations for the bigger share of capital as well as for the weak position of labor in the whole bargaining process regarding wages. It’s a worldwide phenomenon; it’s not just in one country or another. We have better data on median wages for some countries, particularly the U.S., and we see the median wage has stabilized, despite a very dynamic economy. The U.S. has had the best period of productivity growth between the mid 1990s and the mid 2000s despite that the median wage has hardly grown at all. It is hard to explain this fully by competitive market-marginal productivity type analysis. So I think this will be a challenge for globalization It’s a political challenge for democracy because if markets do not produce inclusive results, if large parts of the population – not necessarily a majority – but if substantial parts of the population are left out of the progress, I think we will see tensions, we will see protectionism, we will see strong populist reactions and I think this is important when we analyze what is happening throughout the world also in the political systems. 

Now I think there are two possibilities regarding globalization and inequality. If growth is rapid enough that it truly lifts all boats and it truly has a significant impact even on the poorest segments of the population then these tensions are manageable and we will see them much less, and I would say probably that’s what we’re seeing in Asia, in East Asia. When you grow at 10% or 8% while it may create a lot of inequality and while the upper income and highly skilled and capital owning segments of the population may be gaining much more, the poor also gain significantly. Indeed in China and India, more people are being lifted out of poverty than ever before in human history. There is a lot of inequality and poverty, but the poorest segments are also benefiting from the rapid growth although not as much as the wealthy. Once you have that impact on the poor through very rapid growth the political changes may stabilize, which may lead to increasing degrees of support. Indeed when you look at the survey data, the same Gallup and Pew Surveys, there actually is significant political mobility in East Asia. However, for that to happen in a system where at the same time income inequality is increasing, growth has to be quite rapid – 4 or 5% is not enough, 5 or 6% may not be enough. What you really need for this phenomenon is 8 or 9% and that’s of course very hard to achieve, particularly for middle-income countries. 

The other point that I’d like to make in terms of the political economy is that when a country is leading growth worldwide, there is a lot of national pride. Citizens are very proud of their country’s growth performance and that, too, becomes a stabilizing factor. I remember being in India three years ago and the Indian economists where debating at that time whether they would be growing at 6-7% and some were saying, “no, we have to make 8%.” Although it was a minority and most people felt that 8% was unachievable. If you now go to India – I haven’t been since then but reading and emailing with my friends – of course India is now growing at 9% and now the debate is whether or not it should be 10! 7 or 8 % growth is not enough for India. And of course this is accompanied with a huge amount of national pride and a sense of achievement which also helps improves social cohesion tremendously. 

Now that is one scenario, but I think for the middle income countries in Latin America and also for my own country, Turkey, it is much more difficult to achieve that level of growth on a sustained basis. Partly because there is less room to catch up to the fully developed countries. The lower income countries where wages are extremely competitive, there is still a lot of room to catch up to the developed countries, after all, the average income in the Latin American countries is significantly higher than in East Asia. The growth may be lower, but the average incomes are quite a bit higher. The second problem is that some of the social, cultural, and structural features that lead to such high savings rates are extremely difficult to achieve in middle income countries. I do not see Turkish people being able to save 30-35% of its income and I believe Latin Americans have the same difficulty.  So I do believe growth is achievable in many of the emerging market economies, middle income emerging market economies, particularly Latin America, is something not quite as dramatic as in East Asia, but still could be quite good, maybe 5 or 6% I think it would be possible to achieve this on a sustained basis. But I do believe that to achieve that type of growth, a much stronger effort is needed to deal with the inequality, the inclusiveness issue, and the social dimensions of growth. Otherwise, that kind of growth rate will not be sufficient to really absorb the social tensions and discontent generated by inequality and therefore the growth will not be politically sustainable. I think a much more frontal attack against poverty and inequality is needed. 

Currently there are lots of programs that are taking place. I am not at all implying that governments have not paid any attention to this, they have been, but I think the fundamental processes in the globalizing economy are so strongly creating income disparity that unless public policy makes it a real priority – a really strong priority to counter inequality – these processes will continue and will overwhelm the efforts if they remain minor. So while the global market gives us this tremendous opportunity for growth and progress, and international trade is a tremendous engine of growth, I think that financial markets can be extremely useful in channeling savings to the most productive uses and the most productive investments. I think that if left alone – if just left to themselves without a strong developmental state that is market-friendly and market-supportive as opposed to some of the states we’ve had in the 1950s and 60s and 70s, not that kind of state that tries to squash the market, but a state that wants to support the market and at the same time a state that is absolutely strong in its resolve to fight inequality and poverty, I think we will reach limits to the current growth model in emerging market economies. 

Therefore I think I want to conclude by saying that that we have to think much more seriously about building a new type of state, a developmental state, of exactly what functions it must fulfill and what areas it has to focus on, and I think we have to be much more than marginal in our policies dealing with inequality. My own feeling is, for example, that the recommendations that are often available in the international institutions reports are helpful, but insufficient. I think education, building human skills is very important because part of the inequality is driven by the skill gap, but we cannot leave this to a decades-long effort in the education sector. What is needed is a much, much stronger focus on developing skills. We need to create an innovative, egalitarian education strategy that really tries to reach the poorest and equip them with the skills they need in a much more militant way, in a much more dramatic way, than what I think is being done so far. I think infrastructure, connecting places which are remote from the global economy is another area where I think a much more militant model is needed. 

Pascal Lamy has called for a meeting on aid for trade in Geneva on the 20th of November. I think he is right in addressing the problem that no amount of liberalization of markets and of pro-market policies can allow you to really participate in the global economy unless you have the infrastructure and the means to achieve that participation. By these means I don’t intend for just the richest regions of the country but also for some of the more disadvantaged regions. 

The tax system is another area, particularly in Latin America, which I think needs really drastic reform. The reform needs to give the states the means for this developmental role. At the same time, the tax system also has to have a redistributive mechanism which has an explicit goal with the correction of solving the inequalities that international unregulated markets and unsupported markets lead to. I think the overall strategy should adopt a deep approach to tax reform with fighting inequality as a major objective. 

So I think if this is done, and it won’t be easy to do because all of this has to be done within a framework of fiscal responsibility. Certainly one cannot go back to the old days of spending without regard for fiscal discipline. But I do believe there are tremendous opportunities for restructuring both within the revenue side of governments and within the expenditure system. We need to deal with the role of government within society in a very different way and hand the state the risk of increasing inequality. It will not be a role that works against markets, on the contrary, if the states create effective regulations and policies, the markets will work better. It will not be something that works against globalization, on the contrary, it will make globalization much more sustainable and much more acceptable by the citizens, but I do think we recognize that markets alone won’t do it. We also recognize that it is a partnership between private sector entrepreneurial initiatives and the energy and efficiency of markets with the full interest of an interested state, it is that kind of partnership, that can really stand up to the huge challenges we are facing as we look ahead towards globalization that is creating more inequality than in the past. Thank you very much.

MODERATOR:
Muchas gracias al Señor Kemal Dervis por habernos iluminado esta tarde en relación a este tan complejo fenómeno de la globalización y su reflejo en particular en los mercados tanto de bienes como de capitales y sobre todo en los mercados emergentes asi como sobre los desafíos de esto para la inclusión y la democracia y para el rol del estado que tiene que enfrentar esta complejidad. Yo quisiera ofrecer la palabra a los participantes para tener la oportunidad de intercambiar con el señor Dervis todavía unos minutos.  

Adelante

Si por favor, aquí a la derecha, si pudiera pasar el micrófono y si se puede presentar  por favor.  If you can introduce yourself.
El embajador EFRAIN COSIOS de Ecuador, por favor,

AMBASSDOR EFRAIN COSIOS: 

Si muchas gracias, este es un tema de alta especialización, este, de la circulación de capitales dentro de la globalización.  Nos ha hecho una afirmación muy categórica, con la cual yo estoy de acuerdo.  Ha dicho que la globalización,  lleva, conduce a la inequidad.  Una de las características de la globalización es de esta circulación inmoderada de los capitales, muchas veces especulativos, no capitales destinados a la producción o a generar trabajo y son capitales que circulan sin pedir permiso a nadie, no hay una autoridad en el mundo, ni en el fondo monetario internacional, ni ningún otro organismo multilateral esta en capacidad de control, de controlar esta circulación de capitales, a veces es una circulación de capital caliente que busca solamente el rédito, y no genera empleo.  Se dice por ejemplo que la circulación de capitales en este mundo globalizado de un medio día de circular es superior al trabajo de 800 millones de africanos en todo el año; esto es una cifra descomunal y desalentadora.  ¿Que organismo del orden esta en capacidad de controlar esta circulación de capitales que no son destinados precisamente  a la generación de empleo y a la producción?

MODERATOR:
Muchas gracias embajador COSIOS, el representante de Colombia por favor.

THE REPRESENTATIVE FROM COLOMBIA:

Muchas gracias, esta pregunta, haber, Colombia creció el año pasado casi un 8 %, nosotros estamos explorando nuevos mercados y nuevas alianzas estratégicas comerciales, entonces me gustaría saber su opinión sobre los beneficios de los tratados de libre comercio.  Nosotros en este momento firmamos con los Estado Unidos, estamos en el tema de ratificación, y otros países de la región como Perú y Panamá también están en el mismo paquete de los tratados de libre comercio. Gracias

Muchas gracias, Señor Dervis….

KEMAL DERVIS:

Thank you very much for the questions. In terms of countries it is a little bit hard, particularly when one is in an official capacity at the United Nations, to say that this country is doing well and that country is not doing so well, but I do believe that there are some countries that made a strong effort in Latin America over decades, others less. I would say for example that in terms of the actual trend, Brazil has done quite well lately. 
We can look at the indicators of inequality in Brazil, which were of course some of the highest in the world, actually coming down quite significantly and some of the programs that also exist in many other Latin American countries that link poverty reduction to education, to health care for children, and so on, have worked well in Mexico, Argentina, Brazil, and Chile and in other countries also. However, much more of that is needed. My point is that in the current macro economic strategies, and I have been myself an economics minister in my own country and we faced the same problem. 
When we had the big pressures of the financial markets, investment banks, and the IMF, you end up spending 80 percent/90 percent of your time discussing financial market issues and capital flow issues and others. So I think what is needed in terms of the policy making strategy, is to put the social issues right at the center of the growth strategy, not on the side as an appendix or a footnote. But to make sure that when you think through the budget, when you think through your tax system, your tax reform, revenue construction and expenditure construction don’t crowd-out your social priorities and the need to fight against inequality and poverty. I think fundamentally that is the message I wanted to share. It is not easy to do because these are long-term issues and particularly when you are finance minister or treasury minister, short-term pressures are much stronger. You always have to react to something that is happening immediately and there is a tendency to postpone the longer term issues. I do believe that because of the much stronger macroeconomic framework, and because of the greater stability of capital flows, we may now have a chance in policy-making to actually do this. Many of us may have wanted to do it in the past but really couldn’t. Now I think with a much more stable situation I think we have a chance and we should do it much more strongly than in the past. 
Now in terms of the composition of the capital, you are absolutely right, that part of the capital is extremely volatile. For example, in Turkey 2000-2001, six months before it was a great destination for speculative capital and six months later everybody pulled out. That is exactly the kinds of problems which overwhelmed many Latin American countries also. But I do believe the situation is somewhat different now, because once you have a current account that is stronger and overall fiscal situation that is stronger, you are less vulnerable to volatile capital flows. Second, many fewer countries are trying to defend an exchange rate till the last moment, which was one of the big problems in the past. So with more flexible exchange rate policy and moving away to having to defend the parity, which both Argentina and Turkey know a lot about, you don’t give the opportunity to speculative capital to generate the kind of destabilization that they did in the past. And finally, the importance of direct foreign investment as a share compared to portfolio investment has increased and direct foreign investors are coming to invest in your country long term, so they are not going to pull out in the short term and I think that is also helpful. 
So I am not saying that the problem has gone away, not at all, I think the problem of volatile portfolio flows remains, but I don’t think it has the dimensions that it used to have and I think it will be easier to deal with in the next ten years than in the past ten years which will then give emerging market the opportunity to really address social problems, long-term development problems, structural problems much better, and I think this opportunity must be used because it is the only way to really achieve sustainability in the growth rates that we are seeing today. In terms of the free trade agreements, I must confess that I am not technically aware of all of the details of the agreements that are being negotiated between the Latin American and some Central American countries and the United States. 
Fundamentally as an economist, but also from a United Nations perspective, of course it would be good if trade liberalization could really fit into a multilateral framework and it would be very desireable for the the Doha Trade round to finally succeed. I think the multilateral setting is the most useful setting. It is also the best setting for developing countries, because in the multilateral setting, developing countries have an influence and bargaining capacity which they often cannot have when they bargain directly with one large country such as the U.S. or the European Union. So I think that developing countries have everything to gain from a multilateral trade system rather than from a purely bilateral one. But that does not mean that bilateral liberalization and trade expansion with neighboring countries in the hemisphere or a particular region is not beneficial, I am just saying that it would be best if the Doha Round succeeded and brought everybody into a development friendly type of trade liberalization.

MODERATOR:

Muchas gracias Senor Dervis
AUDIENCE MEMBER: 
Kemal it was a very nice presentation and I was just wondering if you could comment on one of the external factors that have brought this brilliant improvement in terms of trade for many countries. In traditional terms, policy makers have been prudent on using the surplus that comes from a sudden improvement in the terms of trade and the outlook may well be an extra reason why you should be prudent, but in reality I think biofuels and renewable energy can be a tremendous boost for the economy of the region, in particular I am talking about Latin America. So I was wondering if you could give us your thoughts on the future of renewable energy and the terms of trade changes that have occurred in the past few years.

DIANA NEGROPONTE:

Diana Negroponte, Brookings Institution. Dr. Dervis, thank you very much for an extremely important message that you brought to us and those who are committed to this hemisphere. I would like you to expand on the regulatory measures that might be taken to increase the equitable distribution of wealth and move away from the fiscal to regulatory such as anti-trust proposals. 

KEMAL DERVIS:

Yes you are absolutely right that the terms of trade are an important part of the story and most countries in Latin America, particularly, have benefited from the terms of trade boost, although of course if you look at the emerging markets as a whole the oil prices have been a mixed blessing. For some of the oil importers, the high oil prices have been a problem. But overall, the fact that primary commodity prices have increased and intermediate product prices have in many cases have increased I think have in general been favorable to the emerging market economies and explain to some degree why growth in Latin America has picked up quite significantly, and I agree with you that one should call for some prudence because one cannot be so sure that this favorable environment will last, although given the growth in China and India, I don’t see a very quick reversal of these trends quite frankly, I do believe there is a real change in the structure of the world economy with the large Asian economies becoming a much bigger part of world growth and therefore I see continued demand for these products.

The biofuel issue is a very important one of course and the type of biofuel is very important, some biofuels are much more efficient than others in terms of their production of energy and therefore the correct kind of incentive in trade policy for biofuels is very critical and needs to be corrected because there are some real problems in trade policy of some of the advanced countries. 

Having said that, I want to take the opportunity to add a word on climate issues and on the environment. The UNDP is going to launch the human development report every year in Brazil. President Lula has graciously accepted to host the launch it on the 27th of November and the topic is climate change and development. I must confess that over the last two or three years I have become much more sensitive to the issues of climate. Some years ago climate was not really included in much of our debate. But I do believe now the accumulation of evidence and work under the UN framework shows that this could well be a significant constraint on old-style growth. I don’t want to say on growth, because I don’t think that is the case, I think with the right pricing reforms and the right market mechanisms and carbon pricing and energy technology the constraint can be overcome, but when you look at what is happening it is quite clear that non-clean energy intensive growth at eight, nine, or ten percent is just not feasible in the long run. So we will face an issue here; it is another issue of globalization and another issue that has many important distributional implications that will need to be managed where the developmental state is critical. Again not a state that works against the markets but a state that wants to work with the markets but in the social and public interest. As we know, Nick Stern called climate change the biggest externality in human history, the biggest market failure in human history. And I think here too, in thinking about globalization, the climate and environment dimension has to be a part of public policy much more than it was in the past. 

Part of regulation comes to the last question. Environmental regulation is one of the biggest challenges we face but regulation in terms of helping a better distribution as you said is also very important. Anti-trust is one element because competitiveness of markets is crucial, one of the biggest issues in Africa. I have become increasingly convinced that in Africa, particularly when it comes to the natural resource sectors, regulation of how these resources are exploited is going to be a very critical element of policy. But I would also like to say that utilities, water, electricity, and transport. All these sectors deserve a regulation which has, as an objective, access for the poor, equity, and inclusiveness, in a much stronger way than we have been able to set them up in the past. Last year’s human development report was on water and water is one of the sectors of basic human needs and basic needs for households. Unless you have a regulatory framework that ensures access, you are not going to have inclusive growth. Power is the other one, while we have to worry about climate change and clean power, the other major challenge in humanity, including the middle income countries like those in Latin America and the Caribbean, is to give the poor more access to energy. And we do have regulatory to set it up. So thank you for pointing out that is not just taxes and expenditures but it is also the regulatory nature of the state that is very important.

MODERATOR:

Muchísimas gracias Senor Kemal Dervis por haber sido el orador del día de hoy y haber nos iluminado una excelente ponencia sobre las complexidades del mercado internacional y el impacto del ello para la igualdad y la equidad en las Américas y en el mundo general. También quisiera agradecer a la audiencia del día de hoy aquí en el salón de las ameritas y a todos aquellos que nos sincronizaron en esta vigésimo tercera cátedra de las Américas a lo largo y ancho del hemisferio y en particular agradecer al nuestros socios fundamentales aquí a mi derecha al Rector Raúl Eduardo Bau García de las Universidades San Martín de Porres que ha estado apoyando la cátedra de las Américas durante estos últimos anos y a nuestros otros socios el gobierno de china y el gobierno Francia que apoyan en el desarrollo de este iniciativa. Quisiera invitarlos nuevamente a sincronizarnos para la vigésimo cuarta cátedra de los Américas que tendrán lugar el cuatro diciembre próximo con la participación de la ministra Matilda Ribeiro que nos hablara sobre los esfuerzos de Brasil en la lucha contra la discriminación. Muchísimas gracias a todos.
